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INTERNET TAX FREEDOM ACT/Final Passage
SUBJECT: Internet Tax Freedom Act . . . S. 442. Final passage, as amended.
ACTION: BILL PASSED, 96-2

SYNOPSIS:  Aspassed, S. 552, the Internet Tax Freedom Act, witlise a 3year moratorium kginning October 1, 1998,
on certain Internet taxes, and will establish an adyisommission on electronic commerce to gttle issue

and make recommendations dgrthat moratorium. Details apgovided below.

® The 3year moratorium will pply to the inposition of "taxes on Internet access, unless such tagevesaly imposed and
actually enforcedprior to October 1, 1998;" and to theposition of "multple or discriminatoy taxes on electronic commerce" (for
related debate, see vote Nos. 299 and 305-306).

® Nothing in this Act will be construed as mogiifig, impairing, or sypersedilg ary State or local tax law curreptin effect that
is otherwisepermissible under the Constitution or Federal law.

® Nothing in this Act will affect liability for taxes accrued and enforced before the date of enactment of this Act, nor will thi
Act affect ongoing liti gation relatiig to such taxes.

® The term Yeneraly imposed and actugllenforced" will be defined as meagieither that grovider of Internet access
services had a reasonabpgortunity to know of an Internet taxybvirtue of a rule or othgsublic proclamation of a taxmauthoriy
or that a State or other tagimauthoriyy hadgeneraly collected the tax (see vote No. 306).

® The moratorium will notjgply to Internet taxes: on commercial services that contain material harmful to minors and that c
not take certain gps to restrict access to that materightinors under 1years old; or to Internet accgssviders who do not offer
customers, when tigourchase access, free scregrinftware or such software for a fee to block material that is harmful to minors
(see vote No. 303).

® The Advisoy Commission on Electronic Commerce will be established. It will have members from the Federal Governme
State and locajovernments, the electronic commerce indyslecommunications carriers, local retail businesses, and consume
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groups. Ten members will beppointed ty the R@ublican leaderspiof Corgress, 6 members will bg@pointed ly the Democratic
leadershp, and three members will be Clinton Administration officials. The Commission will "conduct aghctogy of Federal,

State and local, and international taxation and tariff treatment of transactiogghesimternet and Internet access and other
conparable intrastate, interstate, or international sales activities." Thewiiildxamine severalpecific issues listed in the Act,
including a stug of the broader issue of the tax effects of all interstate transactions, igdio@imet transactions, and includin

the effects on State and logmlvernments and retail businesses (see vote No. 304; for related debate, see vote Nos. 296 and 300).
The Commission will not examine fees or dear inposedpursuant to the Communications Act or the Telecommunications Act.

The Commission will issue apert within 18 months. Aprecommendations will gelire the spport of two-thirds of its members,

and will have to be "tax and techngically neutral and pply to all forms of remote commerce."

e Several terms will be defined, includithe terms "mulfle tax," "tax on Internet access," and "discriminataix." The
definition for discriminatoy tax will include laguage to define how much of@esence (nexus) an Internet business must have
to be sufect to a State's tax authgrfor purposes of determingif a tax is discriminatgr against Internet Commerce;partion
of that nexus laguage will be prospective ony.

® |t is the sense of Cgress that no new Federal taxes shoulglaeed on the Internet dudrthe moratorium.

® |t is the sense of Cgress that the President should seek bilatergibmal, and multilateralgreements to remove barriers
to global electronic commerce.

® Nothing in this Act will be construed as gandirg the duy of ary person to collect opay taxes bgond ary such duy as it
existed before the date of enactment of this Act.

® Nothing in this Act will affect the ipplementation of the Telecommunications Act.

e |f any part or gplication of this Act is found unconstitutional the otlparts and pplications will remain in effect.

e Authentication standards will be established for electronic communications.

® Rgyulations will be develped: toprotect theprivacy of personal information collected from and about children on the Internet;
and togive parentsgreater control over the collection and use of that information.

Those favoringfinal passage contended:

Usually when Cogresspasses lgislation it is to correct @roblem that has alregdhgopened. In this case, we gikeased to
sa that it is npping aproblem in the bud. Internet commerce tofalkst $8 billionyearly now, and efforts to tax it have grjust
begun. Excet in a few scattered areas, State and lgoalernments have ngtet imposed taxes. However, the number of
jurisdictions that are lookgnat this commerce aspatentially huge source of tax revenuesgi®wing at an alarmig rate, which
really is not that syprising because Internet sales arpanted togrow tremendousl, exceedig $400 billion as eaylas 2002. The
proposed taxes and tax ratesywaridely. With 30,000 taxig jurisdictions in America, we nyavell soon end piwith a maze of
taxes that will be irpossible for Internet businesses t@aotgate. Further, the taxes that arepored myg well turn out to be
discriminatoy against this ype of sales. Thereferable course would be to treat all sakpsadly, whether thg are throgh the
Internet, retail stores, cataly cable television, or grother means. We want eyene to have a fair chance to quete. Therefore,
with this bill we have imposed a moratorium on Internet taxes. Dgitlmat moratorium, fair and uniform rules for taximternet
sales will be devised and plemented.

Passig this bill will prove epecially beneficial for small businesses. Millions of home-based businesses thgatsdslonline
have alreag sprung up, and small- and medium-sized businesses have bgidiyrgetting webpages as well. Such businesses
would soon founder if thewere suddeglbound ly a maze of taxes from 30,000 differgotzernments in the United States alone.
Consumers also will benefit from hagia hige increase in choices for theitrchases. Increagty, they will be able to shp, at
the gpeed of lght, for millions of differenroducts agwhere in the world, while sittgnin the comfort of their own homes.

This bill has been gorously debated for 18 months. Each of previsions has beepainstakirgly negotiated. Roghly 50
charges have been made to meetpheicular concerns of individual Memberspesially concerns t@rotect certain taxes that
have alreag been inposed in their States. We believe that the fpratluct will now have the gyort of most Members.

The Internet igrowing at a rgid pace. This bill is intended to make certain that State anddogaknments do not ipede or
kill that growth with taxes. It has been gaitisan effort to draft angass this bill from the lggnning, and we are confident that
it will pass with overwhelmip bipartisan spport.

No arguments were expressed in opposition to final passage.



